Approved For Release 2001/08/28 1 CIAgDEGL-OOOSQA%DZOOZOOO43-O

SITHATION 1% OHINA

Summary

The Chinese Govarmmab appears incapable of materially cheoking
present trends toward increasing instability and extension of Chimcse
Communist military and polisieal influence, unless that Covernment
oarries out substantial iambernal reforms and raoceives large-scale
foreign ald. Its ability to effeot such reforms in doubted, but withe
out thom, the effectivencss ol say foreign aid is slso questionable,

Deterioration of the Chimese Covermment will probably accelssute
and may within s year losd to lisintegration, or %o decisive mlligary
susgesses for the Uusmuniste. In either event, howevsr, allfective
congolidation of Zorrumis’ comirol will be impeded by political and
economio disorganization. ' :

The USSR, although ideclogically affiliated with the Chinese
Commnists, is unlikely to take « more sciive role in China unless US
support of the Hutional foverament tended to reverse prepent trends.

In this event, the USSR would probably intensify its activities along
Chiza's northern froctier snd in support of the Chinsse Communista,
which in twn might result in un sscending spiral of support and cocunterm
support by the US and the USSR, and a helghtening of MeSoviet tenscion,
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SITGATION IN CHINA

1s Present trends in China are in the direction of inorsasing ismstab-

114ty and extemsion of Chiness Communist military and political influence.
Deterioration of the National Coversment will probably accelorate and

may within a year's time load to its disintegration, or to decisive
mllitary successaa for tha Chinese Cormunists. The Chiness Natienal
Government, without subsbantial foreign assistance, has little prospeoct

of roversing or svon matarially cheoking thess trends, because of its
deslining military strength, the maladsinistration and corruptiom preva~
lent throughout the Covernment's elvil and military structure, itz inabil.
ity to cope with economio deterioration, and its lack of popular supports
Scarcely any positive fuotorr mre opersting to promote the stability of

the National Government other thar {8) hope of economic and militury assiste
snce from tho US, and (b) promise of substential internal reforms, but thers
is oomsiderable doubt that she present Govermment osn or will aocpomplish
the latter. %ithout such reforms, moreover, it is extremely questionable
whether any ressonsble amount of US assistanse could schieve the lesired

purpose of political ant economie stabiliszation.

2., The military sdvuntage in the ofvil war is shifting to the Chinese
Oommuni sts, who for sevoral months have besn demonstrating that they
possess the strategic initiative. The military potential of the Hatione
alist forces has been goriocusly weakened by attrition of trained manpower,

mani tions and meteriely the vresent extensive military commitments have
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almost oxBausted Mationali:t roscrvose The foroes of the Mabional
Government in Manchuris sre in o proosrious position. The lerger
growpings of Wutionaliast troops in Yorth China now face incressed
threats to their cormunieatlons, se = sonsequence of recent Dommmni gt
thrusts southward whieh hove autablished throe new bsse sreas in
rentral China north of the Yan tsie. The Yational Govermment has little
researve troop stren;ih ®ith which to oppose a sontinuation of sush
Commmist thrusts in Gemtrsl and 3outh Thina, operstions whieh appesr
to be within Comanist caprbllitiss.

3+ Deteorlorating ecomomlic conlitions sere exerting a owmlative lmypaoct
on the political strusturs of ths ¥autiomal GCovermmnt. 'hile 1t 1
true that “hinats scopomy, predominantly agrarisn, is net wmusceptildle
to sulden or complete paralysis, nevertheless there is e real danger
that inflation may sesume ruoemy proportions and quickly lesd $o &
virtually complete collapse of the national eurrenmey. Buch & collspes
wdoudtedly would seriously dlarupt the soonomic activiilies of Chira's
inportant coastal citlesj rors significantly 1%t would probably procduce
a political orlsis or the irst magnitude and deprive the Hational
Govermmont of the meaps ¢ providing sdequate (insncial or meterial
support to the Nationallst rdllitury foroces.

4., Within Wationalist territery, the Nanking Dovernment lacks popular
support, and the prestige of thiang Xaleshek has greatly diminishec,
Maless in ihe near future he dmmonstretes sgaln a capacity for rewlu~
tiomary leadership, it Iz unliyely that he can recover the support of

the great Wilk of poliileslly sonsoious Chineses On the other haxl, there
is mo slternative leador or proup of leaders in sight. Purthermors,

opposition o the Nuilomal fovornment, outside the ranks of the Chinsse
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Cormumist Party, £s largely morganized, lacking in armod etrenglh,
and therefore relatively ine footive.

B+ 1f unchecked, present itrends will lead te disintegration of the

. Watlonal Jovernmentts eutherity, the spread of warlordiem, and tho
acceleration of tendeosoles townrd sepsratism and rebellion which are
~now mandfest along the uorthert fromtier, in South Chins and in Formosas
Sush political disintegrstion would fasilitete the extenslon of Chinesge
Communist influence intc arsas where 't ia now excluded or represonted
tmiy by underground grousse 46 & lasteresort alternstive o disfutegra~
tlen, the Butlonal Covermeont may seek a compromise sottlement of its
souflict with the Chineve Commmnistss BSut it 1s inconssivable that

the Chiness Commumnists would acosde to sush s settlement sxeept &
terms which would ;ive tlem & dominating position in the Goveroment.

In the oass of eitler dlaintegration or ocoppromise, however, it ig
probable that soute pollticul an! economic disorgenization will mrovail
in China for seversl years, prevanting an sffeotive comsolidetion of
Commmist gontyol, '

8. Oontiming deterioration 'n the Hational Covormmentts poaition alse
By osuse traditlonal Thinese cooperniiom with the U3 oo internationmal
iesues to wever, inaanuah as Hankin; would be inclined to sdbers &0 a
sourse of opportunism sc a3 o evoid direct comfliot with the Ussk.

7+ In the Chisese -ivil war, the USSR thus far has refraimed from overt
material assistance ic the Chinese Commaniats and, in accordsnce with
the SinoeSovie$ Treuty ol 1946, continues to recognize the Wational
Govermment as soverelign in Mdne. it is apparent, noverthelsss, #.at
Soviet sympathies lie with tie Chinese Jomgmunists whoe, becauss of Lheir
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ideologioal affinity with Soviet Commmnists, are in sffect an instrument
for the extension of Soviet influsmss, So lomg as conditionsz in China
continue to deteriorats acsording to the present patters, which is
favorable to the Chinese Commumists, the m is expected to refrsin
from open intorvention. Om 3he othar hand, should US ald be provided
to the National Sovernment, the USSR might adopt a more active pol.icy
vigea~via Chinas, To the extent that US assistance tended to prdmﬁt;i
the atabllity of the Natlonal Government, such aild would in =1l prabnﬁiliw
be oountered Ly imtonsified activity on the part of the UBSR both to
further ssparatist developmeouls along China' s northern frontier asd to
strengthen and enoourage the Chinese Communlstss In the resultant
asocending spiral of support and counteresuppert by the US and the USSR,
the advantage both in torms ol cost and sffectivences of aid would lis
with the USSR, largely booause of the vitality of the Chinese Compunist
movement and the favorabls goographic positiom of the US3Rs Suoch a
sourse of evenis would aleo lmoreaso the possibility of a direct ¢lash

of interests in China betwson the U3 and the USSR.
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